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A comparative analysis of indigenous firm performance in emerging economies: evidence from the Polish food processing industry
ABSTRACT
The performance of indigenous Polish privately owned firms is compared against two other strategic groups (Polish state and foreign owned companies). Indigenous private companies recorded the best average Return on Total Assets (ROTA) for the period analysed. To identify the determinants of profitability, an analysis of the components of variance is employed. The determinants of profitability are found to differ significantly between the three strategic groups.  For indigenous Polish private and foreign owned enterprises, firm effects are the primary determinants of variations in ROTA, giving credence to the Resource Based View (RBV) of firm performance. In contrast to state and foreign owned firms, location is significantly more important for explaining the profitability of indigenous private companies. The findings suggests that lessons for improving the fortunes of indigenous privately owned firms in emerging economies cannot simply be copied from state and foreign owned examples as their determinants of performance are significantly different.
1. Introduction

During the 1990s, enterprise restructuring was understood to be a central element of the transition from central planning to more market based economies. The main component of enterprise restructuring was seen as the privatisation of state firms and the attraction of Foreign Direct Investment (FDI), either via privatisation or in the form of greenfield development. During this era, the performance of countries in making the transition to market economies was often judged by the degree to which state owned enterprises were privatised and the inflow of FDI (EBRD, 1999). Indigenous firms, which can be defined as businesses that are privately created, owned and managed by domestic interests, received comparatively little attention from both policy makers and academics. While the size of the indigenous private sector varied between states during the socialist era in Central and Eastern Europe (CEE), in many cases it was an already important provider of incomes and employment, even though its development was severely constrained. Since the fall of communist regimes, the size of the indigenous private sector has dramatically increased throughout CEE so that it is the main source of employment for those displaced from state and former state owned enterprises (Polskiej Agencji Rozwoju Przedsiębiorczości, 2002).
Previous empirical studies of firm performance in CEE have tended to concentrate on comparing the fortunes of foreign owned firms against larger domestic firms which were or remain in state ownership. For example, in the most comprehensive cross-national study of firm performance in CEE, undertaken by Konings (2001), enterprises had to meet one of three criteria to be included (employment greater than 100, total assets exceeding $8 million, operating revenues exceeding $16 million). Applying these criteria meant that the vast majority of indigenous businesses were excluded. To overcome this weakness, we distinguish between three ownership (strategic) groups: state, foreign and indigenous private companies.  These three strategic groups, as elsewhere in CEE, have had different historical development-paths, which are assumed to influence current activities and performance. Performance is comparatively analysed using a dataset of enterprises from the Polish food industry. Models of the determinants of profitability test the hypothesis that there are distinct differences in factors that influence performance between the three strategic groups.

The Polish food industry was chosen for two reasons. First, Poland is the largest of the CEE states which joined the EU in 2004, when measured in terms of land area, population and economic size.  As one of the frontrunners in the transition process, Poland attracted a high inflow of FDI, especially during the 1990s (PAIZ
, 2001).  In Poland, the food industry received the largest share of manufacturing FDI (Weresa, 2004). By the end of 2001 FDI in the food, beverage and tobacco sector amounted to nearly $3 billion, equivalent to 7.3 per cent of the total stock of FDI in Poland (Weresa, 2004). The sizeable inflows of FDI therefore allow for a clear comparison between foreign and domestically owned firms. Secondly, both state and indigenously owned firms are well established, both having their origin in the protected socialist economy, which existed prior to 1989. The Polish food industry therefore contains three groups of firms with distinct development paths which are suitable for cross-comparison. In this regard Poland mirrors other Central European countries, such as Hungary and Slovenia, which have attracted significant FDI and had a sizeable indigenous, privately owned business sector during the socialist era (Hunya, 2002).  
The paper is divided into six sections.  In the next section, a review of the relevant literature on firm performance is presented. Section 3 discusses the development paths of the three strategic groups of enterprises found within Poland. Data used in the analysis are presented in Section 4. Section 5 describes the methodology and the models used in the analysis.  The empirical results are presented in section 6, followed by conclusions.

2. Firm Performance: Theoretical and Empirical Studies
2.1 Theories of Firm Performance

Two important schools of thought have emerged that seek to explain firm performance, particularly variations in enterprise performance: the Resource Based View (RBV), which stresses the importance of firm effects and the Industrial Organisation (IO) literature, which concentrates on industry effects and emphasizes the role of market structure as a critical determinant.  In the IO literature differences between markets are seen as the central factor influencing firm profitability.  In this framework, the profitability of industries depends on market power, which can be defined as the ability of firms in an industry to gain higher profits than in a perfectly competitive market.  Market power can therefore be viewed as an asset, shared by all firms in the industry in proportion to their sales.  The main determinants of market power are market structure, defined by concentration, product differentiation and entry barriers (Bain, 1959). During transition, the IO framework was influential in shaping plans for economic restructuring (Blanchard et al. 1991). During the socialist era many, but far from all, industries were dominated by large state-owned firms with monopolies being commonplace. Given that a central tenet of IO is a positive relationship between industrial concentration and profitability, the economic architects of transition (Lipton and Sachs, 1990) stressed the need to break up state owned monoliths into several smaller and distinct competing businesses.  
The RBV contends that variations in enterprise performance are predominately caused by differences in the resources owned or managed by firms and the efficiency with which those resources are used (Stoelhorst and van Raaij, 2004). In this framework the role of managers is to develop unique, difficult to imitate resources for their firms, which are sometimes referred to as core competences (Prahalad and Hamel, 1990). In the RBV framework, firms achieve superior long-run performance by possessing a sustainable competitive advantage (SCA): where other firms are unable to implement simultaneously the same strategy (Barney, 1991).  To gain a SCA, the resources possessed by a firm have to be valuable, rare, non-substitutable and inimitable (Barney, 1991; Grant, 1991).  
At the outset of transition the resources of domestic firms in CEE (both state and private indigenous) were widely regarded to be inferior to Western enterprises, because of the distortions of central planning:

The incentives created by central planning led…[to]…the production of large volumes of standardized, low quality products, lack of concern for consumer demand, and disregard for externalities of any kind, especially for the environment….Transformation has to re-program an organization geared to the rules and performance criteria of the central plan economy to act by the rules of a market economy and be assessed by capitalist criteria. This requires not only radical re-configuration of resources, skills and capability reservoirs, but also of organizational structures, processes and cultures (Meyer, 2002: 271).

Foreign owned firms were seen as possessing both tangible and intangible resource advantages, so that FDI was essential to the modernisation of CEE economies (Weresa, 2000). The most widely used framework for explaining FDI in CEE has been that of Dunning (1993), where FDI is explained by the different Ownership, Locational and Internalisation (OLI) advantages of geographical locations available to multinational companies. Dunning’s theory on the location of multinationals has been used to argue that FDI occurs where foreign entrants possess OLI advantages over domestic competitors and therefore foreign owned firms will record a superior performance to domestically owned enterprises (Traill, 1999). The most common theoretical framework for explaining FDI in CEE is therefore intrinsically linked to the RBV.
2.2 Empirical Studies
Two groups of empirical literature are relevant for this study. The first set of empirical studies analyses variations in performance between ownership groups, most commonly between state and privately owned firms. This literature emerged from debates about privatisation in Western economies and was then applied to understanding enterprise restructuring in CEE. The performance of enterprises has most commonly been measured in terms of Return on Total Assets (ROTA) or generation of value added (Djankov and Murrell, 2002; Yudaeva et al. 2003). In the context of CEE, previous studies (Djankov and Hoekman, 2000; Djankov and Murrell, 2002) have tended to find that both privatisation and foreign ownership improves the financial fortunes and productivity of firms. This pattern has been explained on the basis that privatisation leads to the elimination of soft budget constraints and FDI facilitates the transfer of superior hard (machinery) and soft (management, information) technologies (Djankov and Hoekman, 2000). This analysis, however, has been biased to domestically owned firms which have their roots or remain in state ownership and tends to ignore indigenous private firms (Konings, 2001).
The second set of empirical literature originates from North America, where debates on privatisation have had less saliency, and concentrates on evaluating the determinants of firm performance. Specifically, it seeks to test whether firm performance is most influenced by firm level factors, and so supports the RBV, or industry level factors (IO perspective). These studies follow Schmalensee (1985), who first tried to disaggregate variance in ROTA into three components associated with industry, corporate parent and market share.
  The first component represented the sector in which the firm was operating and market share was treated as a proxy for the impact of the firm. In his analysis of US data for the year 1975,  Schmalensee (1985) estimated that the industry effect accounted for 19.6% of the variation in ROTA, compared to a firm effect of only 0.6%.  From this, he concluded that the industry effect dominated and, in contrast, the internal environment played a negligible role.

However, the model proposed by Schmalensee explained only 20% of the total variability in ROTA and several authors (Rumelt 1991; Powell, 1996; McGahan and Porter, 1999; Mauri and Michaels, 1998; Brush et al. 1999; Kapler, 2000; Hawawini et al. 2003) have tried to improve the explanatory power.  These more recent studies have analysed performance over a longer period of time and included additional variables to explain performance. For example, Rumelt (1991), rather than using market share, took advantage of a 4-year dataset by incorporating business dummies for the firm component.
  Rumelt (1991) also included the interaction effect between industry and year.  In doing so, he distinguished between the stable and transient impacts of the industry.
  The model proposed by Rumelt explained 55.2%
 of the variation in ROTA, with the firm effect explaining 45.8%, the industry-year interaction 5.4% and the industry 4.0%. Subsequent studies (Powell, 1996; McGahan and Porter, 1999; Mauri and Michaels, 1998; Brush et al. 1999; Kapler, 2000; Hawawini et al. 2003), again based on US data, have, in general, found the firm effect to be more important than the industry component, with the scale of differences between industry and firm effects similar to that reported by Rumelt (1991).

These US studies have tested for factors influencing performance on a sample representing the total population of firms.  Therefore, the results characterize the impact of the effects on profitability as an average for the whole economy.  Although these results confirm the major role of firm-specific resources in determining profitability, only Hawawini et al. (2003) accounted for possible heterogeneity in factors influencing performance between firms.  Their results suggest the existence of important differences in the explanatory power of components between groups of firms.  However, the authors distinguished between sub-samples on the basis of profitability, which to some extent is cyclic and does not explain the main reasons for firms’ heterogeneity. 
In this study we bring together the two sets of empirical literatures, which is appropriate for comparatively analysing firm performance in an emerging economy. We distinguish three sub-samples, not on the basis of profitability like Hawawini et al. (2003), but on membership of strategic ownership groups. The three identified strategic groups are: indigenous private (IP), Polish State owned (PS) and Foreign owned (FOR) enterprises. It is argued that IP, PS and FOR firms have distinct development paths in Poland, as in most of CEE. Development-path theory posits that current performance of firms depends on both their inherited position and history and current strategies (Smith, 1998). By assuming that historical circumstances have an impact on the performance of firms, this study, using the example of the Polish food processing sector, checks for the existence of differences in both profitability and the factors influencing performance between groups of firms with different historical backgrounds. As the weight of the factors influencing performance within ownership groups may differ between industries, to avoid the blurring impact of cross-sectoral data, this study analyses only one industry, namely food processing.
3. Ownership and development-paths in Poland
This section contrasts the development paths of the three ownership groups. As part of the centrally planned economy, both PS and IP enterprises were present and both groups persist to the present day. The firms in which the Polish state is a major shareholder are mostly joint-stock firms.  During the socialist era, PS enterprises were viewed as labour collectives to which the state should provide the necessary inputs for productive use. The objectives of managers were not market oriented but to satisfy bureaucratic targets and most firms were loss making. For example, by May 1992, total indebtedness of state enterprises reached 323 trillion zloty ($24 billion), a sum equal at the time to the entire size of Poland's state budget (Rondinelli and Yurkiewicz, 1996). Despite high levels of debt most PS continued to operate through a mixture of asset sales, soft loans and government bailouts (Rondinelli and Yurkiewicz, 1996). High debt was a major impediment to speedy privatisation, which proceeded much more slowly than initially expected. For example, by 1998 PS enterprises still accounted for 31% of industrial sales, 33% of employment and 41% of investment (GUS, 2000). In state owned firms, managers often retained their position from the socialist era. It is expected that their particular path-dependence, i.e. social complexity and production activities developed during the communist regime, will impact negatively on their financial performance in more open, internationally contestable markets. 
Path-dependence is also important for understanding the evolution of the IP group.  Although operating with extensive restrictions on the amount of capital they could acquire and on their turnover and number of employees, private firms existed during the communist regime.  While small in size they were nonetheless numerous: in 1986 there were 572,000 officially registered private enterprises employing 1.2 million people, which accounted for 7.6 percent of national income (Kierzkowski, 1993; Watkins, 2005). These enterprises were usually family-run with operational activities limited to regional market niches.  They therefore operated at the local level, subject to what Gorlach and Mooney (1995) term ‘repressive tolerance’ during the socialist era. Nonetheless, the number of such private enterprises grew during the 1980s and they are an important strategic group.
The increase in market openness that followed from the downfall of the communist oriented regime, triggered an inflow of foreign enterprises and, as a consequence, Poland recorded a remarkable increase in the value of Foreign Direct Investment (FDI) during the last decade of the twentieth century (PAIZ, 2001).
 The annual flow of FDI reached a peak of $9.34 billion in the year 2000 (Zorska, 2005). From 1990 until 2000, Poland received just over $26.47 billion in FDI, which was the highest of any CEE state (Hunya, 2002). Within the food industry, most of the FDI has come from multinational companies whose headquarters are located in established EU Member States, particularly Germany, France, the Netherlands and the UK (Traill, 1999). This influx of foreign capital has been biased to sub-sectors with higher levels of value added, such as confectionery, soft drinks and alcoholic beverages (Traill, 1999; Szymanksi, 2006). The foreign owned firms thus represent a distinctive, third strategic group.
4. Data

The data used in the analysis were taken from the Amadeus Database.  Amadeus is an important database of accounting records, which seeks to have comprehensive coverage of all registered companies in a particular country. It has good coverage of larger indigenous SMEs but excludes the vast majority of sole traders as they are unregistered. As our objective is to comparatively analyse performance and its determinants, detailed accounting records are necessary, so the exclusion of informal and unregistered enterprises is inevitable. Amadeus has been used previously for analysis of the spill-over effects of FDI in the Polish food industry by Jensen (2004), but as far as the authors are aware, not for the analysis of the determinants of performance.

From 781 companies in the Polish food processing sector included in the Amadeus database, 238 were extracted with full data for the five years 1996-2000, giving 1,185 observations. The loss of 543 companies from the analysis was due to missing data. A high churning rate of firms has been a feature of most CEE economies (GUS, 1999) and the longer the time period analysed, the greater the number of incomplete records. The main financial indexes in the database consist of ROTA, profit margin (PM) and total assets (TA).  The database also includes indexes of profit (loss) before tax, profit (loss) after tax, sales, fixed assets, current assets, costs of goods sold and information on employment.  Additionally, based on the available indexes, market share and the ratio of total assets per employee were computed.  Besides financial information, data on ownership, legal form, location and sub-sector of production (4-digit NACE code
) are also available. The data used in the analysis are deflated to 1996 prices, and presented in euros for ease of comparison.

In distinguishing between ownership groups the basis of the classification is operational control and development path of a firm.  For example, a firm was classified as an IP when over 50% of shares were held by indigenous Polish private owners and the business was created by domestic interests independent of the state.  The PS and FOR groups were similarly classified based on share ownership, following the approach of the OECD in its Activities of Foreign Affiliates Database, which is the most commonly applied rule for classification (Falzoni, 2000). Firms are also classified into one of seven sub-sectors (based on 3-digit NACE code), which are detailed in Table 1.  A distinction is made between sugar production and confectionery because of the differences in market structure and government support between the two sub-sectors.

TABLE 1 ABOUT HERE

The concentration of ownership groups is not even across sub-sectors of the Polish food processing industry (Table 1).  The PS group prevails in the sugar sub-sector, where over 50% of the records for the PS group is concentrated.  The IP group has the highest number of firms in the meat, fruit and vegetables, dairy and confectionery sub-sectors. The FOR group is the most common form of ownership in the alcoholic and soft drinks and tobacco sub-sectors. 

The analysis of financial indexes, presented in Table 2, reveals considerable differences between ownership groups in terms of total assets (TA), market share (MS) and return on total assets (ROTA).  Although the FOR group possess the highest values of TA and MS, their superiority on these indicators is not reflected in performance.  In contrast, the IP group with the lowest mean values of TA and MS outperform the two other ownership groups in terms of ROTA.

TABLE 2 ABOUT HERE

Porter (1979) argues that firms which considerably differ in terms of their possessed resources should not follow the same strategy and therefore the determinates of profitability will differ between firms.  For example, the IP group has the smallest average size and, therefore, firms from this group are more likely to choose a narrow target market as a competitive scope.  On the other hand, the average size of firms in the FOR group is much larger, with a scale of production such that enterprises should choose a broad target as a competitive scope and operate at the national level.  Taking into account the considerable dissimilarities in resources between ownership groups, and assuming differences in applied strategies, the ownership groups should differ in terms of the determinants of profitability.

5. Methodology for Analysing Determinants of Performance
5.1 Approach
The most popular approach to understanding the determinants of variations in performance has been to analyse the components of variance.  Following this approach, two types of models have been estimated: (a) variance components (COV) (or random-effects) models and (b) a nested Analysis of Variance (ANOVA) approach, with a fixed effects assumption.  In the former case, the random effect occurs when observations are generated randomly from the underlying and unobservable probability distribution.  The main assumption of the COV method, therefore, is that each effect is randomly drawn from an unobservable population of the class of effects.  For example, the industry effect is randomly drawn from the population of all possible industry effects (class effect).  Once the effect is drawn, it remains fixed for the period of the study.
  

In contrast, the nested ANOVA approach is hierarchical which allows the estimation of the significance of effects by introducing them in order, adding one variable at a time to the model.  At every stage, the increment to R2 of each variable is tested, using the F statistic.  As nested ANOVA models can be sensitive to the order in which variables are introduced, different sequences of introduction are assessed. The first step is to obtain the null model.  This is done by using the overall mean (term μ in the equations) as the only variable.  Next, the first independent variable is used to explain the variation in the residuals from the null model, i.e. using residuals as a dependent variable and the first independent variable as an explanatory variable.  The result of this step forms the increment for the first component to the adjusted R2 of the core model.  Subsequent steps repeat the same procedure.  The residuals from the previous regression are used at each step to evaluate the increment of the next component to the adjusted R2 of the model.  
These two methods (ANOVA and COV) diverge only in the expected mean squares and test statistics.  The disadvantage of the COV method is the lack of a test for the significance of the independent variables.  The fixed-effect ANOVA generates F-statistics for independent effects, but as a fixed effect model restricts the assumption of randomness.  Additionally, nested ANOVA models can be very sensitive to the order in which components are entered.  Schmalensee (1985) suggests that the ANOVA technique verifies the significance of each set of components, whereas COV assesses their relative importance.  As neither of these two methods is superior on all grounds, Schmalensee (1985), Rumelt (1991) and McGahan and Porter (1999) applied both methods.  In this paper both COV and ANOVA are used, with the significance of each component tested using ANOVA and the importance of components evaluated by COV. Based on this, COV estimates are reported in Section 6, where the relative importance of independent variables is assessed.
5.2 Variables

The basic structure of the analysis is developed from models proposed by Schmalensee (1985), Rumelt (1991) and Hawawini et al. (2003).  In the analysis five independent variables are employed to explain variations in ROTA: firm, industry, transient industry, year and region of production.

The firm component is a categorical variable, to capture whether an enterprise’s performance differs systematically from the mean over the analysed period, and accounts for the impact of the group of all effects influencing performance that are endogenous to the firm.  Industry represents the impact of the sub-sector effects and evaluates the effect of the market structure on profitability.  By contrasting firm and industry effects, the models evaluate the relative weight of the IO and RBV approaches. The year effect reflects general changes in the Polish macroeconomic situation.  The transient industry effect, which is the interaction of industry and year, represents the influence of yearly changes in market structure on profitability.  As such, it belongs to the industry group of effects and in consequence may undervalue the effect of the industry component.  However, the transient industry effect may be an important factor influencing performance in the Polish food processing sector.

None of the previous studies that have sought to analyse the determinants of ROTA account for the impact of location.  This is probably because location is typically viewed as a managerial decision, and therefore considered to be a firm effect.  However, this is not always so straightforward, particularly when considering indigenous firms.  For instance, in the light of Dunning’s (1979) Eclectic Paradigm theory, the location of plants should be selected so as to maximise profitability. Although localisation advantages usually refer to differences between countries (Dunning, 1979), it is rational that investors, before setting up production, take into account regional differences in the host market’s infrastructure.  However, firms within the PS group were established during the era of central planning.  At that time, the location of plants was directed by the state, principally for political reasons, and therefore should not be considered as a managerial decision that is internal to the firm.  The IP group, being predominately characterised by small-sized enterprises with low capital intensity, are typically located close to where the founder lives.  As a consequence, reallocation of production across regions is unlikely to be seen as a viable option for most of these firms.  If location is not taken to be an internal managerial effect, then the regional component is exogenous to the firm factor influencing profitability, as only when owners can choose their place of production does location belong to the group of firm effects.  Following this logic, regional location is treated as an additional component in the model, independent from any group of effects.

Besides belonging to a different group of effects, location may also have a different effect on profitability depending on strategic or ownership group.  Porter (1979) argues that a typical industry is comprised of a few firms operating at the national level and a large number of enterprises active at a regional or local level.  The profitability of the firms operating at the national level should not be so influenced by location as that of firms operating at a regional / local level, which can be exposed to regional differences in market infrastructure and growth that influence profitability. This suggests that the regional component may explain relatively more variance in ROTA for the IP group than for the PS and FOR groups.  

5.3 Models

The analysis is conducted in two stages. First, a general examination of the determinants of variance in ROTA at the food industry level is conducted. Subsequently, the analysis focuses on differences between ownership groups. To evaluate variability in ROTA for the total sample, Model 1, developed from Schmalensee (1985), Rumelt (1991) and Hawawini et al. (2003) is estimated:
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To examine differences between ownership groups Model 2 is estimated:
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Applying Model 2, separate models are estimated for each ownership group, namely PS, IP and FOR.  A comparison of the results assesses whether the importance of each individual component differs between these groups.

It is assumed that the main effects and interaction effects in the models follow a normal, random distribution with a mean of zero and variance equal to 
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6. Empirical Results

Table 3 presents the percentages of the total variance in ROTA that is explained by the independent effects of the model. This table presents results for the whole sample (IP, PS and FOR combined) and a comparison is made with the leading US studies (Rumelt, 1999; McGahan and Porter, 1999; Hawawini et al. 2003).  In our analysis for Poland, most of the variables have a considerable impact on ROTA, and all of them are statistically significant at the 1% level.  However, Model 1 explains more variability in ROTA than found by the previous authors.  This is mainly due to the impact of transient industry effects, which in the Polish food processing sector explain 15.3% of variance, compared with 5.4% and 3.1% in the studies of Rumelt (1991) and Hawawini et al. (2003) respectively.  The high level of variability attributed to the transient industry component indicates considerable yearly changes in some of the sub-sectors’ market structure. The latter may be expected in transitional economies which are undergoing significant restructuring.
TABLE 3 ABOUT HERE

The firm component explains the highest proportion (40.3%) of the variance in ROTA, which is in accordance with the findings of the other authors presented in Table 3.  In contrast, the impact of the sub-sectors on variability in ROTA, while statistically significant, is modest.  The explanatory power of the industry effect is low (2.7%), particularly when compared against the firm effect, and less than that found by other authors.  However, the total impact of market structure on performance in Model 1 can be defined as a sum of the industry and transient industry effects.  These two variables account for 18.0% of the total variance in ROTA.  A similar impact for market structure was obtained by Schmalensee (1985) and McGahan and Porter (1999), who did not accommodate transient industry effects in their models (i.e. the industry component accounted for transient industry effect).  The total impact of market structure is, thus, considerable although still significantly less important than the firm component.

The year component explains only 3.1% of the variability in ROTA, although this is still higher than in Rumelt (1991) and Hawawini et al. (2003).  One possible explanation for this is that changes in macroeconomic fortunes have been relatively stronger in Poland and thus have a bigger impact on performance than has been the case in the USA. The estimated Model 1 confirms the impact of location on profitability.  Although the regional component explains only 6% of the total variance in ROTA, this is more than for industry, implying that, in the case of the Polish food processing sector, where a firm is located has greater weight in determining profitability than the sub-sector to which it belongs. In summary, the results of Model 1 support the RBV theory, that firm resources and internal organisation have the greatest impact on ROTA.  
 Differences in the determinants of performance between ownership groups are assessed in Model 2.  Separate models are presented for each ownership group in Table 4 and these indicate that there are considerable differences in the explanatory power of the effects between ownership groups. Most effects are statistically significant.
TABLE 4 ABOUT HERE
For IP enterprises, firm effects are the most important component of explained variations in performance. This gives credence to the RBV for explaining variations in the performance of indigenous enterprises. However, the industry component has the highest explanatory power (6.8%) in the IP group.  In the case of the FOR group, the same variable explains 2.1% of the variability in ROTA, and for the PS group it has no impact.
  The firm component explains a larger part of the variability in ROTA for the FOR group than IP enterprises.

A striking finding is the differences in the determinants of performance between the PS and IP groups. Firstly, the amount of variation in ROTA for the PS group that is explained (97%) is much higher than in previous studies (Table 3) and, at the same time, far above the results for the IP and FOR group (66% and 55%, respectively).  Secondly, most of the variability in the PS group is caused by the transient industry effect (60%), which belongs to the market structure group of effects. The impact of time on the variability of ROTA also differs between ownership groups.  Although the year effect is a statistically significant component of variance in all three ownership groups, it is relatively important only for the PS group. 
In general, there is a greater similarly between the components of variance of the IP and FOR groups than IP and PS enterprises, in that for both the IP and FOR groups the firm component is the primary determinant of ROTA. However, one significant difference between the FOR and IP groups is the importance of region. The regional component has the highest explanatory power in the IP group, where it accounts for 16% of the variability in ROTA.  In the PS group, it explains only 1%, and in the FOR case the regional effect has no impact on profitability.  These disparities support the theory that the three ownership groups differ in their competitive scopes.  Given the assumption that location is most critical when a firm is operating at the regional / local level, rather than having a national focus, the high ratio of variance explained by the regional variable for the IP group is in line with expectations. The insignificance of the regional variable in the estimates for the PS and FOR groups is also consistent with this theory.
7. Conclusions

The analysis reveals that despite the smaller size of its firms, the IP group registered a better average ROTA over the period analysed compared to the PS and FOR groups. Firms in the IP group largely operate in market niches and / or at the regional / local level. The firms in this group were restricted to such niches during the socialist era and since the end of the communist regime they have stayed largely with the same focus; the Polish private sector was in a good position to exploit opportunities during transition. 
An analysis of the components of variance in ROTA highlights that firm resources and internal organisation are the most important factors influencing profitability in the Polish food processing sector, when all firms in the sample are considered.  In contrast, market structure, although significant, plays a less important role, and manifests itself mainly through a transient industry effect. Generally, these results are in accordance with studies based on North American markets (Rumelt, 1991; McGahan and Porter, 1999; Hawawini et al. 2003).  
Subsequent analysis on the determinants of variations in profitability, however, reveals significant differences between ownership groups within Poland. In the IP group firm effects have the greatest influence on performance. The fact that firm related factors dominate industry effects for indigenous enterprises gives credence to the RBV when seeking to explain the performance of this ownership group. However, while firm resources are the most important component, performance also depends significantly on location.  This is in contrast to the PS and FOR groups, which operate on a much larger scale, and for which the impact of this variable is negligible or absent. 

The determinants of performance for IP enterprises are markedly different from the PS group. Specifically, while market structure is not the primary determinant of performance for IP firms, in the case of the PS group it explains most of the variability in ROTA.
  Overall, the significant differences between the three strategic groups indicate that universal theories of the determinants of profitability for all enterprises are limited, and much greater attention should be paid to strategic groups of enterprises and the competitive scopes that are available to firms. 
Having established that for IP enterprises the unique resource endowments of firms and not participation in a particular sub-sector are the primary causes of variations in performance, greater attention in future should be placed on understanding the nature of specific resources that allow for sustained superior performance. This calls for research at a lower level of aggregation (Mauri and Michales, 1998), probably in the form of case studies of successful IP enterprises. However, the justification for such research hinges on our support for the RBV in explaining performance.
Finally, while our analysis highlights that IP firms have performed well compared against FOR and PS enterprises, it should be remembered that the IP sector has received far less attention than the other two strategic groups in CEE. During the 1990s greater academic and political attention was given to the prospects of privatising state owned firms and attracting FDI. For example, in their classic work on reforming the Polish economy, Lipton and Sachs (1990), who both acted as key economic advisors to the country in the early years of transition, fail to mention indigenous private enterprise or the relevance of this strategic group. Similarly, programmes for training managers in CEE countries, which were established in the 1990s were oriented to the establishment of North American and West European MBA courses and therefore drew overwhelmingly on case studies of multinational companies (Kostera, 1995). Such courses had little or no content specifically from CEE (Dietl, 1996), let alone indigenous businesses from the region. However, despite the lack of coverage of indigenous CEE enterprises, these programmes were seen as appropriate for all managers regardless of ownership group. Our analysis of how the determinants of profitability vary between ownership groups, suggests that such an approach is mistaken. Moreover, the idea that strategic and managerial lessons for regional development could be learnt from indigenous, small scale businesses that pre-existed the downfall of the communist regime gained little prominence. Yet looking at successful, indigenous firms may offer more relevant lessons for the development of regional economies in CEE than importing examples and models, based on large firms, drawn from elsewhere.
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Table 1: Number of yearly records by ownership group and sub-sector

	Sub-sector
	3-digit NACE code
	PS
	IP
	FOR
	Total

	Meat
	151, 152
	35
	180
	40
	255

	Fruit & vegetables
	153, 154
	20
	70
	50
	140

	Dairy
	155
	0
	45
	40
	85

	Milling
	156, 157
	35
	25
	40
	100

	Sugar
	158
	180
	0
	30
	210

	Confectionery
	158
	15
	105
	95
	215

	Alcohol & soft drinks
	159
	50
	35
	60
	145

	Tobacco
	160
	5
	5
	25
	35

	 
	
	340
	465
	380
	1,185


PS is Polish state owned, IP is indigenous privately owned, and FOR is foreign owned.
Table 2: Mean values of TA, MS and ROTA by ownership groups

	Ownership
	TA (€ mln)
	MS (%)
	ROTA (%)

	PS
	18.7
	2.9
	0.06

	IP
	11.1
	1.9
	9.8

	FOR
	47.0
	5.6
	5.0


TA is total assets, MS is market share, and ROTA is return on total assets.

PS is Polish state owned, IP is indigenous privately owned and FOR is foreign owned.

Table 3: Comparison of results of COV for model 1 (% of total variance)

	Component
	Schmalensee (1985)
	Rumelt

(1991)
	McGahan and Porter (1997)
	Hawawini et. al
(2003)
	Our study
	Sig.

	Industry
	19.6
	4.0
	18.7
	8.1
	2.7
	***

	Firm1
	0.6
	45.8
	36.0
	35.8
	40.3
	***

	Year
	N/A
	N/A
	2.4
	1.0
	3.1
	***

	Region2
	N/A
	N/A
	N/A
	N/A
	6.4
	***

	Year x industry
	N/A
	5.4
	N/A
	3.1
	15.3
	***

	Error
	80.4
	44.8
	48.4
	52.0
	32.2
	

	Total
	19.6
	55.2
	51.6
	48.0
	67.8
	


1 Firm effect – contains both business level and corporate effect

2 Region variable is vulnerable to the order of entry. Significant only when entered before firm component.

*** - significant at 1% level

Table 4: COV results of model 2 (% of total variance)

	Components
	PS
	IP
	FOR

	Year
	11.0
	***
	2.0
	**
	1.8
	**

	Sub-sector
	0.0
	
	6.8
	***
	2.1
	***

	Region
	1.0
	***
	16.0
	***
	-2.0
	

	Firm
	25.0
	***
	39.9
	***
	47.8
	***

	Year x Industry
	60.0
	***
	1.5
	
	4.8
	***

	Error
	3.0
	
	33.8
	
	45.5
	

	Total
	97.0
	
	66.2
	
	54.5
	


*** significant at 1% level, ** significant at 5% level.
PS is Polish state owned, IP is indigenous privately owned, and FOR is foreign owned.

� Polish Agency for Foreign Direct Investment


� The corporate parent effects analyses whether performance of a particular company in one market was related to its fortunes in another.


� Schmalensee, with data for only one year was not able to track if firm performance differed systematically from the mean.


� A transient impact takes place when companies in the same industry follow the same trend over time t.


� Rumelt analysed two samples (A and B). Sample B covered a larger number of companies.  Sample A was similar to Schmalensee.  The data presented are from sample B.


� Hawawini et al. (2003) also extracted from the total sample three sub-samples, namely: Value Leaders, Losers and Average Performers.  Although at the level of the total sample the results are similar to the previous authors, Hawawini et al. 2003 found important differences in the impact of the effects between sub-samples.


� Prior to 1989, FDI was permitted in certain companies through partnership arrangements and where the foreign firm was owned by someone of Polish origin who lived and worked abroad (Zorska, 2005). The level of FDI, under these arrangements, however, was minimal. 


� Nomenclature Générale des Activités Économiques dans les Communautés Européennes (Statistical Classification of Economic Activities in the European Union).


� The average exchange rate for 1996� was € 1 = PLN2.16.


� The Polish government has heavily supported the sugar industry by controlling domestic market prices and subsidising exports.  


� The COV method also assumes that all class effects are not correlated with each other.  However, following Rumelt � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Rumelt</Author><Year>1991</Year><RecNum>17</RecNum><record><rec-number>17</rec-number><ref-type name='Journal Article'>17</ref-type><contributors><authors><author>Richard Rumelt</author></authors></contributors><titles><title>How Much Does Industry Matter?</title><secondary-title>Strategic Management Journal</secondary-title></titles><periodical><full-title>Strategic Management Journal</full-title></periodical><pages>167-185</pages><volume>12</volume><number>3</number><keywords><keyword>resource-based view, Industrial Organization, competitive advantage, component of variance</keyword></keywords><dates><year>1991</year></dates><urls><related-urls><url>file:///C:/Library/How%20Much%20Does%20Industry%20Matter.doc</url></related-urls></urls></record></Cite></EndNote>�(1991)�, and Hawawini et al. � ADDIN EN.CITE <EndNote><Cite ExcludeAuth="1"><Author>Hawawini</Author><Year>2003</Year><RecNum>19</RecNum><record><rec-number>19</rec-number><ref-type name='Journal Article'>17</ref-type><contributors><authors><author>Gabriel Hawawini</author><author>Venkat Subramanian</author><author>Paul Verdin</author></authors></contributors><titles><title>Is Performance Driven by Industry - or Firm Specific Factors? A New Look at the Evidence</title><secondary-title>Strategic Management Journal</secondary-title></titles><periodical><full-title>Strategic Management Journal</full-title></periodical><pages>1-16</pages><volume>24</volume><number>1</number><keywords><keyword>industry and firm effects</keyword><keyword>value leaders</keyword><keyword>losers and average firms, resource-based view, industrial organization, performance</keyword></keywords><dates><year>2003</year></dates><urls></urls></record></Cite></EndNote>�(2003)�, this assumption has been violated and in the models used here, interaction between industry and year components is permitted.  


� An analysis of yearly changes in ROTA found abnormal negative changes in the profitability of the sugar sub-sector, where over 50% of the PS group is concentrated (Szymanski, 2006).  Therefore, differentiating between the year and transient industry effects allows us to test for the relative impact of yearly changes in the sub-sectors on overall performance of the food processing industry.


� Over 50% of the PS group is concentrated in the sugar sub-sector, which may explain the lack of importance attached to the sub-sector component. However, a separate analysis of firms from the PS group which did not operate in the sugar sub-sector failed to find any impact of the sub-sector component on profitability.


� Market structure as a sum of industry and transient industry components.
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